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Abstract. No one can deny the success of the Islamic banking industry from its 
timid beginning late seventies up to nowadays. The experiment aimed at offering an 
alternative to the interest-based practices condemned by the majority of Muslim 
scholars and Figh academies. The Islamic banking pioneers stressed the Profit & 
Loss Sharing (PLS) principle as a viable alternative to interest. 


However, after three decades of experimentation, what is the lesson to be learnt 
and how well the Islamic financial institutions (IFIs) have performed in accordance 
with the theoretical background proposed by Muslim economists and scholars? 


Most of Muslim economists agree to condemn IFIs because of their lack of 
enthusiasm to overcome the “mark-up phase” and tie up with the “PLS phase” on a 
much more serious manner. This disparity between the theory of Islamic banking 
and practice of Islamic banking and the critics directed to the experiment irritated 
me for sometime. After a mature and an in- depth thinking , I arrived to the 
conclusion of the necessity to rethink the theory of Islamic banking, to reshape the 
definition of an Islamic bank, and to determine what is the institutional pattern of 
IFIs we want. 


The present paper intends to propose another approach to this problem by way 
of reformulating the theory of Islamic banking where Islamic deposit banks will 
continue to rely on mark-up modes of finance, while another institutional setting 
similar to ‘investment banking’ or ‘banques d affaires’ in the west need to be 
promoted as wholesale banking practicing PLS modes of finance such as 
Mudharaba, Musharaka. 


Finally, the paper intends to provide guidelines of Islamic banks to cope with 
the challenges imposed by financial globalisation. 


(ror) 


